longer subject to the current high tariff rates of 8%-30% after the KORUS tariff cuts are 24 implemented (Clausing, 2001; USITC, 2007) . On the other hand, China's demonstrated 25 competitiveness and capacity in T&A exports raised concerns among U.S. T&A producers even 26 while the KORUS was being negotiated. Under pressure from U.S. industry interest groups, the 27 final version of the KORUS was written to include key clauses and mechanisms meant to curb 28 some of China's current trade patterns and export behaviors (National Council of Textile 29
Organizations [NCTO], 2011). 30
The main purpose of this study is to quantify the effects of the implementation of the 31 KORUS on the quantity of China's T&A exports to the United States. Although some studies 32 contributions to understanding the T&A-specific sectoral impacts of the KORUS, particularly its 37 potential trade diversion effects. Additionally, China was expected to become the single largest 38 T&A exporter, leaving many other suppliers as losers after the Agreement on Textiles and 39
Clothing expired in 2005, eliminating the quantitative trade restrictions established under the 40
Multi-Fiber Arrangement (Nordås, 2004) . Results of this study will add a new trade policy factor 41 (i.e., the KORUS free trade agreement) into considerations of the competitiveness of China's 42 T&A exports at a disaggregated product level (i.e., the 2-digit Harmonized System code level 43 instead of "textile products" or "apparel products" as a whole). 44
The paper is composed of four parts. The second part provides an overview of the key 45 
whereπ stands for profit and t is the tariff rate at the U.S. border. 131
To find the maximum profit of the firm, take the first order derivative of Equation 
where： 211
• ( , ) ESI ij t denotes the export similarity index for T&A products from country i and 212 country j at time t. In this study, country i and country j respectively stand for China 213 and South Korea. 214
• K denotes a specific T&A category among those listed in Table 2 . 215 
221
The value of ( , ) ESI ij t ranges from 0 to 100. The larger the value of ESI, the more 222 similar is the product structure. If the T&A exports of China and South Korea to the United 223
States are in identical product categories, then 
where: 251 To prevent biased estimates due to serial correlation, we followed a common practice in 279 specifying time-series regression models (Wooldridge, 2006) by lagging one year the quantity 280 ratio (i.e., of substitution of these exports. Ten years of data were used to gain accuracy by estimating the 287 elasticity values over a relatively long period. Although the KORUS tariff reduction schedule is 288 based on 10-digit HS codes, the schedule is generally the same at the 2-digit code level due to 289 the similar nature and usage of the products within any one 2-digit HS category (USITC, 2007) . 290
The resulting values indicate the average degree of substitutability of the T&A exports of China 291
and South Korea to the United States in each major product category. 292
The Table 1 ), meaning that the KORUS tariff reductions will not affect the prices of such 297 Table 2 Here 303 Table 3 Here 304 On the other hand, China's T&A exports to the United States had a relatively stable product 324 structure over these years, with 72.7% of its exports still heavily concentrated in apparel by 2010. 325
products. 298 299

Results and Discussions 300
Similarity of Product Structure in the T&A Exports of China and South Korea to the 301
United States 302
This result suggests that apparel assembly was China's main role in T&A production for export 326 to the United States over 2005-2010. 327 Second, the ESI values for the four disaggregated T&A product categories considered in 328 this study are much lower than those for T&A in aggregate (see Table 2 Table 4 Here 343 Table 4 shows the estimates of the trade elasticity of substitution ( 1 β ) based on Equations 344 10-12. The estimates are statistically significant at the 95% or 99% confidence level for all the 345 analyzed product categories except those in Chapters 51 (wool products), 54 (man-made 346 filaments), and 55 (man-made staple fibers). In addition, the coefficient of determination (R 2 ) 347 exceeds 0.8 for each regression to estimate the elasticity values, meaning that the changes in the 348 dependent variables were mostly explained by the independent variables in the model. The 349 following are specific results shown in Table 4 . 350
Trade Elasticity of Substitution of the T&A Exports of China and South Korea to the 341
United States 342
First, the results indicate that the exports of China and South Korea to the United States 351
are mutually substitutable in most of the analyzed product categories, hence that price 352 competition exists between such export products of these two countries. Each statistically 353 significant estimate of 1 β is larger than 1. This means that in each of these product categories,
354
China's exports to the United States could decline when a price drop corresponding to the 355 KORUS tariff reduction amount takes effect for South Korea's exports to the United States. 356 Second, the magnitudes of the elasticity of substitution estimates, thus the degrees of 357 price competition, are unequal among the analyzed product categories. Two specific patterns in 358 Table 4 can be noted: (a) Price competition tends to be more intense in finished products (e.g., 359
products in Chapters 61-63) than semi-finished products or intermediates (e.g., yarns, fabrics); 360 and (b) apparel products are more mutually substitutable than non-wearable products (e.g., 361
industrial or home textiles in Chapters 56-59). These patterns can be linked to the different 362 developmental stages of the T&A sectors in China versus South Korea (Ha-Brookshire & Lee, 363 2010). For example, the barriers to enter labor-intensive apparel manufacturing are relatively low, 364 whereas the production of the more technology-and capital-intensive textile products in a 365 country requires a higher level of industrialization than apparel manufacturing (Dickerson, 1999) . 366
The relatively high elasticity of substitution of the apparel exports of China and South Korea 367 suggests that the apparel manufacturing capability of China is on par with that of South Korea; 368 however, the relatively low elasticity of substitution of the man-made fiber exports (in Chapters 369 54 and 55) of China and South Korea suggests that the quality and market attractiveness of such 370 products of China lag far behind those of South Korea. 371
Lastly, the estimated elasticity of substitution values were used to estimate potential trade 372 diversion effects of the KORUS on China's T&A exports to the United States by multiplying the 373 elasticity estimate for each product category by the negative of the current U.S. tariff on that 374 category in Table 1 and by holding constant all other factors that could affect China's T&A 375 exports to the United States. This multiplication yielded the projected percentage change in 376
China's exports to the United States in each analyzed product category once all the KORUS 377 tariff cuts on U.S. imports from Korea are implemented (see Table 5 ). As seen in Table 5 , the 378 intensified competition resulting from implementation of all the KORUS tariff cuts would moststrongly affect China's exports to the United States in products in HS Chapters 60-63 (mostly 380 apparel), with steep drops of 18.21% to 38.73% in the exports. Two factors led to this result: (a) 381 the high elasticity of substitution of the exports of China and South Korea to the United States in 382 these product categories, indicating that China's exports of such products are highly sensitive to 383 price changes in South Korea's competing products; and (b) the steep KORUS tariff cuts for 384 these product categories, which will allow corresponding space for lowering the prices of the 385 products. Trade diversion caused by the KORUS is also likely to have negative effects on 386
China's textile exports to the United States in product Chapters 51, 52, 56, 57, and 59, but our 387 results suggest the impact will be limited due to the relatively low elasticity of substitution of 388 such products of China and Korea and the modest KORUS tariff cuts for these products. 389
It should be noted, however, that although the KORUS may give South Korea a 390 competitive advantage over China in the U.S. apparel market, it remains to be seen whether 391
South Korean firms will choose to exploit this advantage and reinvigorate their apparel exports. 392
As part of the overall economic development of South Korea, firms in the country have moved 393 away from their previous heavy participation in low-wage labor-intensive industries such as 394 apparel manufacturing, shifting their role in such manufacturing to coordinating production 395 networks involving other countries (Dickerson, 1999) . 396 Table 5 Here 397
Conclusions 398
This study provides an empirical evaluation of potential impacts of the KORUS on 399 Third, the trade diversion effects of the KORUS that were estimated in this study suggest 419 that apparel (in HS Chapters 61-63) is the product category in China's T&A exports to the 420
United States that will be most subject to these effects. Although the KORUS will also have 421 negative effects on China's exports in other product categories (in HS Chapters 51, 52, 56, 57, 422 59), the expected impact is limited. 423 process of upgrading China's textile industry will take many years, as will its achievement of 443 export competitiveness in textiles. 444 Second, our results imply that trade policy will continue to play a key role in shaping 445 T&A trade patterns in the post-MFA era. As shown in Table 5 , the implementation of the 446 KORUS may substantially weaken China's competitiveness in the U.S. apparel market relative 447 to South Korea's. It should be noted that the United States is currently negotiating the Trans Table 4 Estimates Note. The percentage change in China's exports to the United States in a product category = the trade elasticity of substitution for that category (from Table 3 ) × the tariff reduction rate for that category (i.e., the negative of the rate in Table 1 ). It is assumed that the prices of South Korea's T&A exports to the United States will decline under the KORUS by amounts that correspond to the magnitudes of the KORUS tariff reductions. The estimated trade diversion effects account for only the total cumulative tariff cuts under the KORUS.
*: Because the elasticity of substitution estimate for this category is not statistically significant, the corresponding figure in the table is for reference only.
